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Between August 1976 and August 1978, the authors,
who were partners in a consulting firm, DPS
Communication Consultants, conducted a series of
internal personnel evaluations in financial in
stitutions throughout the state. Their research
identified some significant and interesting trends
regarding employee satisfaction, including the
influence o f management styles and community
location. They also identified some problems
common to all the organizations surveyed. Because
these problems could be of interest to managers
and other business people in Montana, we offer the
following discussion o f their results. The authors
have since joined private business concerns in the
state.
A n “ internal personnel evaluation"' (IPE) is a
m ethod whereby an outside consultant enters an
organization
to
gather
inform ation
from
employees regarding managem ent, job satisfac
tion, and com m unication. Employee input is
analyzed in a comprehensive report for the
president or managing officer of the organization.
The report helps the executive recognize
em ployee perceptions concerning the organiza
tion and develop programs to correct the problems

identified. It should be noted that the survey's
results indicate employee observations; the
evaluations cannot positively demonstrate that a
problem exists, only that employees perceive it as
existing.
Our work with the IPE method began about five
years ago while doing graduate work in the
Interpersonal Communication Department, Un
iversity of Montana, Missoula. Dr. Eldon Baker,
Chairman of the Department, conducted a seminar
concerning a survey technique known as a
“ communication audit." The foundation for this
seminar was material developed by the Inter
national Communication Association (ICA). Subse
quently, we attended the 1976 ICA Convention in
Portland, Oregon, to obtain more information
regarding communication audit procedures.
The ICA audit was designed to assist profes
sionals working predominantly with large and
complex organizations, such as General Motors
and Xerox. Many of the techniques and questions
used in this audit were not applicable to the size of
businesses generally found in Montana. Therefore,
the audit was modified to make it more applicable
to small businesses. In August, 1976, DPS conducted
its first audit of a financial institution in Montana.
The audit utilized both a questionnaire and
personal interviews to obtain information. Inter
views were conducted by trained consultants. In
addition, employees were asked to complete a
personal contact checklist which enabled us to
analyze employee and management communica
tion contact. Employees were guaranteed absolute
anonymity. Because the results of the revised audit
provided more than simply information about
organizational ?communication, we labeled our
study an “ internal personnel evaluation."
By August 1978, DPS Communication Con
sultants had completed fifteen internal personnel
evaluations in state financial institutions (banks and
savings and loan associations). All organizations
had fewer than forty employees, so interviews and
questionnaires were obtained from all employees
except the president in each. A total of 221 persons
were interviewed and completed questionnaires.
Our surveys are not necessarily representative of all
businesses or even of all financial institutions in
Montana. However, we feel many managers of
Montana businesses will find information in this
discussion that may be applicable to their own
organization and/or community location.
We have analyzed the information we obtained
from employees in several ways. For example,
employees were asked their age and length of time

i

Table 1
Firms and Employees Surveyed,
by Management Style

Management
S ty le 8

Number
o f Firm s
Surveyed

Percentage o f
Employees Surveyed

Lim ited p a rtic ip a tio n

7

44

A u th o rita tiv e

5

25

Laissez fa ir e

3

25

15

755

Total

aSee page 5 o f te x t fo r a d e s c rip tio n o f c h a ra c te ris tic s
o f each management s ty le .

or tenure with the organization. We looked at age
to determine whether it made a difference in
employee perceptions. We found it was not a
significant factor, nor was duration of employment,
except in rural areas where employees tended to be
older and to have longer tenure with the organiza
tion. We have selected for discussion two factors
which appeared to generate the most interesting
analysis: management style and community in
fluences. These two factors will be discussed in
detail. In addition, we will discuss a series of
problems existing in all the organizations
evaluated, regardless of management style or
community influences.

Results of the survey
M anagem ent style

The organizations studied separated easily into
three distinct styles of management. While their
placement in these categories was a subjective
judgment, each organization was characterized by
most conditions included in its category.
These management styles were identified by
management theorists in the 1950s, and they are still
widely utilized today. The styles consist of the
“ democratic," where a manager shares power and
influence in decision making with his employees,
the “ authoritative," in which the manager makes all
decisions and does not share power and respon
sibility, and the “ laissez faire," where power and
influence in decision making are given to the
employees. The number of firms included in this
study, and the employees in each have been
separated according to management style, and are
listed in table 1. Following is a more complete
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description of the management styles, including
the specific characteristics found in the firms we
studied.
The “ limited participation” or “ democratic”
management style was characteristic of seven of the
fifteen financial institutions studied, covering 44
percent of the employees surveyed. These
organizations showed significantly more delega
tion of responsibility and authority throughout
than others surveyed; employee involvement in
decision making was found at all levels. Firms in this
category showed clearer definition of authority and
responsibility, and employees perceived a
cooperative and supportive relationship between
management and subordinates, part of which
included keeping employees informed about
company policies. While organizations in this
category do not meet all of the requirements for a
textbook definition of participation management,
there was significantly more participation and
involvement than in the other organizations sur
veyed.
Five of the fifteen financial institutions, covering
28 percent of the employees surveyed, were
characterized as “ authoritative” in their manage
ment style. These firms were characterized by
highly centralized concentration of authority,
easily identified by employee responses as being
held by either an individual or a select group, with
little or no employee involvement in decision
making. The employees felt that management
assumed little or no responsibility to keep

employees informed. Rigid lines of authority and
responsibility were present, and employees iden
tified a general lack of cooperation and suppor
tiveness between management and subordinates.

“The organizations studied
separated easily into three
distinct styles of managem ent.”
Three of the fifteen financial institutions, cover
ing 28 percent of the employees surveyed, were
typified by the “ laissez faire” style of management.
A generally confused delegation of authority
existed in these firms, characterized by inconsistent
involvement in decision making, and confused or
loosely drawn lines of authority and responsibility.
Limited and inconsistent formal distribution of
information was the rule, creating an atmosphere
of competition and isolation. “ Gossip” and at
titudes of “ territoriality” were described by
employees as part of their working relationships.
Overall, employees of these firms perceived
inequities in assumed work loads, salaries, and
promotion opportunities.
One of the most interesting effects of each
management style was related to its influence on
organizational communication. The questionnaire
included specific questions asking employees to
identify their satisfaction with various communica
tion precedures. Employees under laissez faire
managment indicated the most severe communica
tion problems. Employees working in a limited

Table 2
Question: How well do you think your company keeps you informed about what’s going on in general?
(In Percentages)
- Management S ty le — —
Lim i ted
P a r t i c i p a t i on
A u t h o r it a t iv e

A ll
Respondents

A lm ost alw ays keeps
me in form ed

26

13

19

20

U s u a lly keeps me
i nformed

50

J»5

26

k2

Sometimes keeps me
inform ed

22

36

k2

31

A lm ost n eve r keeps
me i nformed

2

6

13

6

100

100

100

100

T o ta l
N ote:

6

La i ssez
Fai re

P ercentage d e ta il 1 may n o t add to 100 due to ro u n d in g
•

Factors Influencing Job Satisfaction/C/nda L Purdy and Donna Schmidt

Table 3
Question: Are you officially told in advance about forthcoming changes in personnel polices and related
matters that affect you?
(In Percentages)
- — ------ Management S t y le -----L Im l te d
P a r tic ip a tio n
A u t h o r i t a t iv e

L a is s e z
Fa i re

A ll
R espondents

Yes, a lm o s t a lw a ys

59

46

25

46

F re q u e n tly

24

24

36

27

Not v e ry o ft e n

13

22

30

20

4

8

8

6

100

100

100

100

A lm o st n e ve r

T o ta l
N o te :

P e rc e n ta g e d e t a i l

may n o t add to

participation environment indicated the highest
level of satisfaction with communication.
In one question employees were asked how well
they thought their company kept them informed
about the activities of their firm in general. The
responses from all organizations show that 62
percent indicated their organization “ almost
always” or “ usually” kept them informed.
However, their responses are best analyzed in
relation to management style. Employees in limited
participation organizations were most satisfied with
the amount of information they received; 76
percent selected “ almost always” or “ usually”
(table 2). In authoritative organizations, 58 percent
of employees selected these responses. However,
in laissez faire organizations, only 45 percent
indicated they were “ almost always” or “ usually”
kept informed, while over half (55 percent)
indicated they were only “ sometimes” or “ almost
never” kept informed.
The same results occurred when employees were
asked if they were officially informed of forthcom
ing changes in personnel policies and procedures
and related matters which affected them. While the
differences, by management type, are not as
dramatic as in the above question, laissez faire
employees again expressed the greatest degree of
dissatisfaction (table 3).
In another question, employees were given a
variety of choices to indicate the sources of the
information they received about the company.
Choices included “ notices on bulletin boards,”
“ letters and memos,” “ personal talks with my
supvervisor,” “ the daily newspaper,” and “ fellow

100 due to round i n g .

employees through gossip or grapevine.” 1
Employees ranked their first and second most
frequent source of information. Overall, the most
common method for obtaining information was
“ personal talks with my supervisor” (first choice of
38 percent of respondents), followed closely by
“ fellow employees through gossip or grapevine”
(first choice of almost 36 percent). “ Letters and
memos” was third (over 24 percent) and “ bulletin
boards” was fourth (1 percent), while “ the daily
newspaper” received no first choice responses.
Analyzed in terms of the firms' management
styles, employee responses showed that 43 percent
of those in organizations characterized by limited
participation chose “ personal talks with my super
visor” as their major source of information (table 4).
A considerably smaller percentage in these firms
chose other responses as their major source.
Among authoritative organization employees,
“ personal talks with my supervisor” and “ fellow
employees through gossip or grapevine” received
an equal number of first choice responses (37
percent each). Forty-seven percent of employees
of laissez faire organizations selected “ fellow
employees through gossip or grapevine” as their
first choice.
We can see from these results that grapevine
communication and gossip are significant sources
of information in all organizations evaluated.
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they received than were employees in limited
participation organizations.
In the above discussion we have examined
employee satisfaction with communication from
managers to subordinates, or “ downward com
m u n ica tio n "; employees in laissez faire
organizations expressed the most dissatisfaction.
The survey also examined communication that was
directed from subordinates to managers, or
“ upward communication." As the following dis
cussion indicates, employees in authoritative
organizations expressed the most dissatisfaction
with upward communication.
Employees were asked to describe how they felt
about approaching supervisors with suggestions.
As might be expected, employees in limited
participation organizations were the most willing to
approach a supervisor. However, they were
followed closely by employees in laissez faire
organizations. The least freedom was expressed by
employees with authoritative managers. This held
true for both the freedom felt to make suggestions
and the perception of how suggestions were
received (see tables 5 and 6). However, employees
in all organizations expressed concern in this area.
Unfortunately, the results do not clearly show
whether problems in upward communication are
due to management style or to employee attitudes.

“ The survey also examined
communication that was
directed from subordinates to
managers. . . . Employees in
authoritative organizations
expressed the most
dissatisfaction with upward
comm unication."
However, they become increasingly prevalent as
major sources of information in authoritative and
laissez faire organizations. Research and common
sense tell us that grapevine and gossip interactions
distort and accuracy of information. We are not
saying that grapevine and gossip are necessarily
bad, or that they can be eliminated from
organizations. Our concern grows when these
methods become the primary source of informa
tion for a firm's employees. The results in table 4 led
us to question the quality and accuracy of the
information employees receive in laissez faire and
authoritative organizations. Interviews with
employees verified our concerns. Employees in
these organizations were consistently more dis
satisfied with the source and quality of information

Table 4
Question: Indicate where you actually get most of your information about your company by selecting two
of the sources below. Put a 1 by the source where you get the most information and a 2 by the
source where you get the second most.
(In Percentages)
Liml ted
P a r tic ip a tio n
F ir s t
Choice
Notices on b u lle tin
boards

L ai; >sez
Faii re

Author i t a t iv e
F ir s t
Choice

Second
Choice

F ir s t
Choice

A ll
Respondents

Second
Choice

F ir s t
Choice

Secono
Choice

1

5

2

5

2

3

1

3

L e tte rs and memos

29

34

24

31

19

42

25

38

Personal ta lk s w ith
my supervisor

43

23

37

30

32

30

38

26

The d a ily newspaper

0

6

0

3

0

2

0

4

Fellow employees
through "gossip"
o r "grapevine"

28

32

37

31

47

23

36

29

100

100

100

100

100

100

100

100

Total

Note:

8

Second
Choice

n t S ty le —

Percentage d e t a il may not add to 100 due to round i ng.
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Table 5
Question: Do you feel your ideas and suggestions when presented are given fair consideration?
(In Percentages)
---------------------- Management S t y le ---------------- -----L a i ssez
L im i te d
A u th o r ita t iv e
Fai re
P a r t i c i p a t i on

A ll
R espondents

A lw ays

25

15

14

19

U sua l1y

42

41

51

44

Sometimes

19

29

20

22

V e ry r a r e l y ,
i f a t a ll

6

7

11

8

1 have n e v e r made
a s u g g e s tio n

8

8

5

7

100

100

100

100

T o ta l

P e rc e n ta g e d e t a i l may n o t add t o

N o te :

Many of the managers we worked with expressed
frustration with this situation. They felt that through
employee meetings and other means they offered
several opportunities for employees to express
their concerns, but that they received little
response. Many employees, on the other hand,
expressed frustration during their interviews, often
commenting that “ it doesn't do any good to

100 due to ro u n d ii ng.

express my opinion because nothing ever
happens/' The problem is obviously twofold. Our
concern is that managers recognize the need to
review frequently both the opportunities they offer
employees to express their opinions and their
response when such opinions are offered. The
results shown in tables 5 and 6 clerarly indicate
there is room for improvement on both sides.

Table 6
Question: How free do you feel to go to a supervisor with suggestions you might have?
(In Percentages)
------ ---------------Management S t y l e -------------------------L a is s e z
L im i te d
Fa i re
A u th o r ita t iv e
P a r t i c i p a t i ion

V ery fr e e

64

59

63

62

Ju s t "s o -s o "

27

30

32

30

9

10

5

8

100

100

100

100

Not v e ry f r e e

T o ta l

N o te :

IBfEJi

Al 1
R espondents

P e rc e n ta g e d e t a i l may n o t add to 100 due to ro u n d in g .
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Table 7
Firms and Employees Surveyed,
by C om m unity Type

Number o f
Firm s Surveyed

Percentage o f
Employees Surveyed.

Urban

6

55

Rural

7

22

O ther

2

22

15

100

Commun1ty Type

T o ta l

N ote:

Percentage d e t a il may n o t add to 100 due to ro u n d in g .

aSee page 10 o f t e x t f o r a d e s c r ip tio n o f c h a r a c t e r is tic s o f
each community ty p e .

A review of the effects of management style on
organizational communication indicates that the
highest degree of overall satisfaction can be found
in organizations characterized by the limited
participation or democratic style of management.
This finding agrees with much recent research
concerning employee satisfaction and motivation.2
Managers may be surprised at the low ratings
received from employees in laissez faire
organizations. Many managers confuse the laissez
faire style with participative management. The
participative management style does not lack
structure. Rather, it is a style which is designed to
include employee participation and input in
decision making.
Com m unity influences

While it might be expected that management style
would strongly influence overall job satisfaction, a
more significant factor in the organizations we
surveyed appeared to be the influence of a
community's size and employment opportunities.
For a discussion of community influence on job
satisfaction, the locations of the financial in
stitutions were categorized in three community
types. Urban organizations were those in towns
2See Robert R. Blake and Jane S. M outon, The Managerial
Grid (Houston, Texas: Gulf Publishing, 1964); Peter Drucker,
The Practice o f Management (New York: Harper and Row,
1954); Rensis Likert, The Human Organization (New York:
McGraw Hill, 1967) and N ew Patterns o f Management (New
York: McGraw Hill, 1961); and Douglas M cGregor, The
Human Side o f Enterprise (New York: M cGraw Hill, 1960)
and The Professional Manager (New York: McGraw Hill,
1967).
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with a population base of greater than 15,000 and an
expanding economy (55 percent of employees
surveyed were in this category). Rural
organizations were those in towns of less than
5,000, with stable, one-product economies (22
percent of employees). The financial institutions
themselves determined the definition for this
category; a "one-product economy" was con
sidered to be one where the bulk of the financial
institution's assets as well as its loans were
generated from, or made for, a single type of
industry. "O ther" was a category established for
organizations in urban settings with a stable or
decreasing economy (over 22 percent of the
employees). Six organizations were classified as
urban, seven met the criteria for rural, and two for
"other." Table 7 shows the number of firms and
employees in each category.
Of all the employees surveyed, 80 percent stated
they were "completely satisfied" or "more satisfied
than dissatisfied" with their jobs. In urban areas
over 71 percent indicated similar satisfaction.
Ninety percent of the employees in rural
organizations and 91 percent of those in the
"other" category stated they were "completely
satisfied" or "more satisfied than dissatisfied." Job
satisfaction was high in most organizations sur
veyed, but particularly so in rural and "other"
settings where comparable job opportunities were
rare or nonexistent. While it may appear obvious,
the survey confirms that in areas where job
opportunities are limited, employees are more
satisfied with their jobs than are employees
working in competitive job markets (table 8).
We were also concerned with how anxious
employees were to change jobs, since answers to
this question would also indicate job satisfaction.
Among all the employees surveyed, 58 percent
indicated either that they were not anxious to
change jobs, but would change if doing so meant
higher wages, or that they were not anxious to
change jobs, but would change if the new job
offered more challenge and opportunity for
advancement. Approximately 38 percent claimed
that they very rarely consider changing jobs or that
they could not think of any jobs for which they
would change. While only 4 percent selected "I
would quit at once if I could get another job," "I
would take almost any other job if I could make the
same amount of money" or "I would like to change
both my job and my occupation" in response to our
question, over 60 percent of the employees would,
for various reasons, consider changing jobs (table
9).

Factors In flu e n c in g Job Satisfaction/C /nc/a L. Purdy and Donna Schmidt

Table 8
Question: Choose the one statement of the following which best tells how well you like your job.
(In Percentages)

Urban

A ll
R espondents

Community Type
O th e r
R u ra l

C o m p le te ly d i s s a t i s f i e d

0

0

0

0

More d i s s a t i s f i e d
s a tis fie d

7

0

0

k

A bout “ h a l f and
h a lf"

21

10

9

16

More s a t i s f i e d than
d is s a tis fie d

57

68

67

62

C o m p le te ly s a t i s f i e d

]k

22

2k

18

100

100

100

100

th a n

T o ta l
N o te :

P e rce n ta g e d e t a i l may n o t add t o

100 due t o ro u n d in g .

Table 9
Question: Choose the one of the following which best tells how you would feel about changing your job.
(In Percentages)
Urban

Community Type
R ural
O th e r

A ll
R espondents

3

0

0

1

1

0

0

1

3

2

0

2

1 am n o t a n x io u s t o change jo b s , b u t 1 w ould
change i f i t o ff e r e d b e t t e r pay

26

8

16

20

1 am n o t a n x io u s to change jo b s , b u t 1 w ould
change i f i t o f f e r e d more c h a lle n g e and
o p p o r t u n it y f o r advancem ent

A2

33

35

39

1 v e ry r a r e ly t h in k o f c h a n g in g jo b s

15

23

29

20

1 ca n n o t t h in k o f any jo b s f o r w h ic h 1 w ould
change mine

10

35

20

18

100

100

100

100

221

122

SO

49

1 w ould q u i t a t once i f

1 c o u ld g e t a n o th e r jo b

1 w ould ta k e a lm o s t any o th e r jo b
make th e same amount o f money

if

1 c o u ld

1 w ould l i k e to change b o th my jo b and my
o c c u p a tio n

T o ta l

Number o f r e s p o n d e n ts

N ote:

P e rce n ta g e d e t a i l may n o t add to 100 due to ro u n d in g .
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Management style did appear to Have some
effect on the response to this question. Employees
of limited participation firms had the highest
percentage of employees (over 84 percent) selec
ting the most positive responses. Those in
authoritarian firms were close behind, with slightly
less than 84 percent responding positively. The
laissez faire firm employees were significantly less
enthusiastic (69 percent chose the most positive
responses). However, all the laissez faire
organizations were located in urban areas, and it is
not possible to separate the influences of location
from that of management style. The 69 percent
positive response form laissez faire firm employees
corresponds closely with the 72 percent positive
response from urban employees.
Community influences definitely had an impact
on alternative employment considerations. In
urban settings, 68 percent of the employees said
they would leave for more money or more
challenge and opportunity, while only 41 percent
of those in rural communities and 51 percent of
those in “ other" communities responded similarly
(table 9). In urban situations, only about 25 percent
stated, “ I very rarely think of changing jobs," or, “ I
cannot think of any jobs for which I would change
mine"; however, over 57 percent of the rural
employees chose those responses.
Another survey result that we find interesting is
that challenge and opportunity were more impor
tant than “ pay" when employees considered
changing jobs. With the exception of employees in
the rural communities, “ challenge and opportuni
ty" was the most frequent employee response
when asked to consider reasons for such a change.
While pay is a motivating factor, employees
consistently rate it behind challenge and oppor
tunity as a source of job satisfaction. These results
are supported by a recent survey reported in the
May 1978 issue of Psychology Today. In that survey
over 20,000 respondents rated eighteen aspects of
their jobs in the order of their importance. Ranking
first through fourth, respectively, were “ chances to
do something that makes you feel good about
yourself," “ chances to accomplish something
worthwhile," “ chances to learn new things," and
“ opportunity to develop your skills and abilities."
Ranked twelfth was “ the amount of pay you get."3
The implications of this information are signifi
cant, especially for managers in urban settings.
3Patricial Renwick et al., “What You Really Want From Your
Job,” Psychology Today vol. 11-12 (May 1978): pp. 53-65. The
survey was conducted by the magazine's staff.
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According to the surveyed employees, they would
like managers to provide them with more challeng
ing positions and opportunity for advancement.
We found that most organizations were haphazard
in offering steadily increasing job responsibilities
and advancement. Most employees in the inter
views recognized that only so many management
positions are available. They weren't necessarily
asking for titled promotions, only opportunity for
increased responsibility and recognition of a job
well done.
O th er factors

Several additional interesting concerns of
employees were noted in the organizations
evaluated. The most prevalent was the failure of
managers to satisfactorily inform workers about
their job performance. When employees were
asked to describe the way they are kept informed
about their supervisors' evaluation of their perfor
mance, only 48 percent of those surveyed respond
ed by choosing “ I'm told in a way that is clear."
(table 10). Over one-half (52 percent) selected
choices indicating they are given inadequate
information. Over one-fourth (28 percent) said,
“ I'm never told how I am doing." The remaining
employees indicated “ I'm told in a way that leaves
me in doubt" (over 11 percent) or “ there seems to
be some reluctance to discuss my performance
frankly" (12 percent).
Management style had a limited effect on
satisfaction with performance evaluation. Limited
participation organizations were the most highly
rated, followed by the authoritative and laissez faire
firms. Nevertheless, the problem appears signifi
cant in all organizations surveyed regardless of
community type or management style. Interesting
ly, only two of the fifteen financial organizations
surveyed had formal, regularly scheduled perfor
mance appraisals. One of these appraisals was
considered by the employees involved to be well
designed and applied, and that organization had
nearly 70 percent of its employees expressing
satisfaction with the information they received.
Many managers seemed to assume that increased
pay would concurrently increase employees' job
satisfaction. However, employees appeared to be
more concerned about their salary compared with
others in a similar position than whether or not the
amount was personally satisfactory. In or
ganizations which encouraged secrecy about
salaries, employees were less satisfied with their
pay.
The dissatisfaction also occurred in institutions
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------------- — Management Style — — — — —
Limited
Laissez
P a rtic ip a tio n
A u th o rita tiv e
Faire

A11
Respondents

Respondents from
Organizations with
Performance Appraisal

I am told in a way
th a t's cle ar

53

46

42

48

70

I am told in a way
that leaves me
ind ou bt

10

15

11

12

24

There seems to be some
reluctance to discuss
my performance
frankly

5

15

21

12

6

I am never told how I am
doing

32

25

26

28

0

100

100

100

100

100

Total
Note:

Percentage d e ta il may not add to 100 due to rounding.

which appeared to award raises whimsically or
were inconsistent in the salaries offered new
employees. In other words, employees who were
aware of inconsistencies or perceived inconsisten
cies because of secrecy were more dissatisfied with
their salaries than were employees in organizations
with established pay scales and/or open discussion
of salaries. Employees in only one of the financial
institutions we evaluated expressed concern about
the amount of pay. Most concerns addressed
inconsistencies and inequities.
To further illuminate the significance of this
problem, let's look at two of the surveyed financial
institutions. They are located in the same urban
setting. Organization A has a performance ap
praisal system and a well-defined salary scale. This
scale allows for merit increases which may vary
significantly for individual employees, and salaries
are discussed openly. Organization B has no pay
scale and limited performance appraisal, and
employees may be fired for discussing salaries.
When asked about the amount of pay they
received, only 6 percent of the employees in
organization A stated it was “ less the I deserve,”
while in organization B, over 36 percent chose this
response. When asked how their pay compared
with others in similar jobs, 56 percent of organiza
tion A's employees said their salaries compared
favorably. In organization B, only 26 percent felt
their salaries compared favorably with others in
similar positions. The above results suggest that
salary secrecy increases both job dissatisfaction and

the number of perceived inequities, whereas
performance appraisals and frank discussion of
salary options and opportunities increase
employee satisfaction with pay while minimizing
the number of inequities perceived.
When we discussed our results with managers of
the various organizations evaluated, many were
surprised. Most assumed that pay and fringe
benefits were strong motivating factors for
employees. However, the results indicate
equitability in pay is more important than amount.
When asked about fringe benefits, only 7 percent
described fringe benefits as “ one of the reasons I
took this job.” Pay and fringe benefits appear not to
be the motivators and satisfiers they were once
perceived to be. Challenge, opportunity, and fair
treatment were more important to the employees
surveyed. Obviously, pay and fringe benefits are
important components of any organization's
reward system. These data, however, indicate that
managers can no longer rely solely on them as
motivators.
We have provided only a brief summary of the
more interesting results we obtained. Each
organization is unique, as are its problems. We
were very impressed with the candidness and
cooperation employees offered. Also, we were
impressed with the job commitment employees
showed. Employees have a multitude of valuable
perceptions and suggestions they can offer which
will help improve their organizations. We en
courage managers to tap this resource.
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Herbert Simon, Nobel Laureate
A University of Montana Economist
Views the 1978 Economics
Prizewinner
RICHARD N. BARRETT
H e rb e rt Simon, the recipient of the 1978 Nobel
Prize in economics, has spent a lifetime trying to
answer questions that lie at the heart of economic
analysis. Although he has researched many
economic topics, Simon's major concern has been
the behavior of business organizations. This
concern has been twofold.
First, Simon has examined various problems in
managerial economics, a discipline concerned with
the analysis and development of the best possible
techniques for making business decisions.
Managerial economics has grown rapidly with the
help of mathematics and computers, which have
made decision-making methods practical that
previously could have been applied only with
unimaginable amounts of human effort.
Second, but more importantly for understanding
our economy, Simon has investigated extensively
how business organizations actually pursue their
goals under the diverse, uncertain conditions that
characterize the true business environment.
Simon's approach to this topic has led him to a
richer and more complex account of business

behavior than that typically employed in
economics, and one with challengingly different
implications.
Ironically, however, some economists have been
reluctant to incorporate these advances into the
core of accepted economic theory. Unlike previous
Nobel laureates, Simon's work stands outside the
mainstream of modern economic thought. Why is
this so? One reason must be that much of Simon's
writing has not been directed at economists but
rather at sociologists, psychologists, and
philosophers whose work is related to economics.
Simon was originally trained as a political scientist,
and in fact all his writings in economic journals in
the past thirty-five years would probably not greatly
exceed the output in a single, productive year of
previous Nobel laureate Paul Samuelson.
But this only partly explains the cautious recep
tion of Simon's work. The other reason is that
Simon's version is not only more complex than, but
sharply contradicts the accepted theory of business
behavior. To adopt Simon's views, then, would
require some economists to reject, or at least
reexamine, many of their long-held beliefs. To
understand this problem thoroughly, we must
examine these competing views of how business
firms act.

The theory of business behavior
Business firms continually face decisions regarding
all aspects of their operations. These decisions can
be ranked by their degree of complexity.
At one extreme, firms make many simple,
recurrent decisions—for example, to order new
inventories—almost without conscious reflection.
Simon refers to such decisions as "programmed,"
meaning that they are made by following a standard
set of procedures, much like the programs that
control computers.1 Indeed, such decisions are so
imbedded in the everyday activity of business that
Richard N. Barrett is Assistant Professor,
Department of Economics, University of
Montana, Missoula.
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’ Richard Cyert, Herbert Simon, and Donald Trow, “ Observa
tion of a Business Decision,” Journal o f Business, vol. 29
(October 1956): pp. 237-248.

they may not be thought of as decisions at all, but
rather as normal operations. They obviously rarely
occupy the time of upper level managers.
At the other extreme, firms must make some
complex decisions about previously unen
countered problems—for example, the com
puterization of the accounting system—for which
no “ program" exists. Here a different decision
making process must be used, one which Simon
divides into three stages.2
First, and frequently most time consuming, the
firm must search for potential solutions to its
problem. These are not known in advance. To
computerize the accounting system the firm must
know what machines are available, their costs,
capacities, software
and service, and
much more.
Next, for each
solution discovered
in the search, the
firm must estimate
its effects on num
erous management
goals. For example,
how will the com
puter system adopted
affect accounting
costs, the flow of
accounting infor
mation, or employ
ment in the account
ing department? Ob
viously, many of
these effects can
only be guessed at
and frequently not
quantified.
Finally, management must choose. With the
groundwork done, the choice itself, often con
sidered the heart of the decision, may be simple. A
complication can arise, however, when one
solution outranks another according to one
criteria, but not another. One accounting system
may be more expensive than another but also
provide extra information. Is the extra information
worth it? It's sometimes hard to tell.
Although the process just described is clearly a
rational, sensible way to go about solving the
problem at hand, does it lead to an optimal
solution? Simon says it does not.

The most important reason for this is that as a
social organization, the firm has multiple goals.3
People involved in business want such benefits
as adequate compensation, work satisfaction,
economic security, profits, and professional ad
vancement. And since many individuals exercise
some authority in the decision-making process, all
these goals will affect the final outcome. If this is so,
then even the definition of an “ optimal" solution
becomes hazy. “ Optimal" in terms of which goal?4
Where do profits, often considered the goal of
business, fit into this picture? Simon argues that
owners of the firm can make an acceptable level of
profits a condition for the firm's continuing
operation, but that they are unable to assure profit
maximization.5
A second reason
that the firm makes
satisfactory but not
optimal decisions is
that it rarely chooses
from among a com
plete set of solu
tions, which would,
of course, include
the best one. Faced
with a problem
and the expense of
searching for poten
tial solutions, man
agers may stop
searching when
enough likely solu
tions have been dis
covered, but rarely
before the entire
field is exhausted.
Thus, Simon argues,
the solution they adopt will depend critically on the
order in which they search.6*If they do not find the
best solution early, they will probably not find it at
all.
Finally, Simon suggests that a decision maker's
willingness to accept less than optimal solutions is

3Simon has developed the theory of multiple goals in a
variety of papers. The best nontechnical summary is his
article, “ O n the Concept of Organizational Goal," A d
ministrative Science Quarterly, vol. 9 (June 1964): pp. 1-22.
4lbid., p. 15.
5lbid., p. 16.
6Herbert Simon, “A Behavioral M od el of Rational Choice,"
Quarterly Journal o f Economics, vol. 69 (February 1955): p.

2lbid., p. 461.
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more consistent with our psychological knowledge
of motivation than is the constant, restless search
for the optimum. Specifically, Simon argues that
individuals have variable aspiration levels. When
aspirations are achieved, search will cease.
However, aspiration may fall short of the optimum.7
While all this may appear self-evident, many
economists reject it as the basis of an operational
theory of business behavior. Indeed, the central
assumption in almost all economic theorizing is
that firms do in fact attempt to maximize their
profits. This assumption follows from a concep
tualization of the firm and its processes quite unlike
Simon's.
According to traditional economic theory, the
firm is usually conceived of as a single en
trepreneur, motivated by the search for profit, and
operating in a well understood and reasonably
certain environment. This being so, the im
pediments to profit maximation which Simon
describes fall away. The firm has a single goal rather
than many. Knowing its environment well, it easily
finds optimal solutions to its problems. And
because the entrepreneur's desire for gain is
insatiable, modest aspirations do not limit the
search for profit.
This view of matters is clearly somewhat
simplistic, and many economists have attempted to
improve it by taking into account both uncertainty
and the costs of obtaining information. These
refinements are incorporated by supposing that the
entrepreneur seeks the optimal way of dealing with
these complications. Unlike Simon's business firm,
the entrepreneur never abandons the search for
the best in favor of a reasonable and satisfactory,
but often suboptimal, solution.

Conflicts in the theories
What other differences are there in Simon's and the
traditional view of the firm? One economist,
Armen Alchian, believes that the differences may
be more apparent than real. Imagine a world, says
Alchian, where business firms adopt only satisfac
tory solutions to their problems. Even if only by
accident, some of these solutions will be better
than others. This being so, a process of natural
selection will operate, much like that which drives
biological evolution. And where Darwin predicted
“ survival of the fittest," Alchian predicts survival of
those firms which, maybe only by sheer chance.
7Herbert Simon, "Theories of Decision Making in Economics
and Behavioral Science,” American Economic Review, vol.
49 (June 1959): p. 271.
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maximize profits.8 Thus, how firms make decisions
is not important. The firms which continue in
operation will be profit maximizers.
Simon rejects this attack. He argues that such a
process could only operate in a stable environment
and over a long period of time.9 But since
conditions are constantly changing, and firms are
forced into constant adaptations to new conditions,
no firm will hold onto its position of superiority for
very long. Indeed, Simon has shown in a series of
technical articles that the size distribution of firms
in American industry, which clearly reflects the fact
that some firms have prospered and grown far
larger than others, is nevertheless quite consistent
with the notion that no firm regularly outperforms
the rest. Put another way, this means that the fact
that a firm does very well in the competitive process
does not mean, as Alchian implies, that it is a profit
maximizer. In Simon's view, it may simply have had
a run of good luck.10
Another interesting distinction is that while
Simon's theory of business behavior is based on
empirical observation, the traditional theory is
based on deductive logic. Simon has spent much of
his time in corporate offices, observing the
proceedings, and in the psychological laboratory,
trying to recreate the processes of organizational
decision making. Most other economists, however,
make no effort at such observation. Rather they are
willing to take profit maximization as an axiom,
an assumption which is the starting point for further
analysis. And many hold onto this assumption even
if it violates common sense and casual observation.
Though this approach may appear illegitimate, it
has been vigorously defended by Milton Friedman,
a previous Nobel laureate.11 In economics, Fried
man argues, we are not concerned with how firms
make decisions, but with correctly anticipating, or
predicting the behavior resulting from those
decisions. And even if the assumption is not true,
we may assume the firm behaves as if it maximizes
profits, if that assumption yields accurate predic
tions about observable behavior. In this case, the
search for more realistic assumptions is un
necessary.
“Armen Alchian, "Uncertainty, Evolution and Economic
Theory," Journal o f Political Economy, vol. 58 (June 1950):
pp. 211-221.
9Simon, "A Behavioral M odel of Rational Choice,” p. 101.
10The most elaborate and recent version of this argument was
developed by Simon in collaboration with Yuji Ijiri in "A
M odel of Business Firm Growth,” Econometrica, vol. 35
(April 1967): pp. 348-355.
"M ilto n Friedman, Essays in Positive Economics (Chicago:
University of Chicago Press, 1953) pp. 1-43.
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Simon rejects this defense. The problem, he
argues, is that economists have never really agreed
on what an accurate prediction is. If theory says the
firm will do X, and it does something like X but not X
itself, they rarely reject the theory. Rather, they find
some other explanation—errors in the data, for
example—for the inconsistency.12
The problems just described define only a part of
the conflict between Simon and the traditional
theory of the firm. The deeper gulf stems from two
implications of Simon's model.
The first of these is that if the firm really seeks
only satisfactory solutions to its problems, its
behavior becomes almost unpredictable. This is
because there may be many satisfactory solutions to
any problem. It will only be possible to predict the
one adopted by constructing a theory of the order
in which solutions are examined. Such a theory, at
least at present, is unavailable.
In contrast, if the firm maximizes profits, its
behavior, in general, is perfectly predictable. Why?
Because it will always choose the best solution, the
one that maximizes profit. And usually there can be
only one best solution.
Thus, to adopt Simon's approach is to throw out
the baby with the bath water. We rid ourselves of a
patently unrealistic account of business behavior,
but also sacrifice our ability to predict what
business firms will do.
Simon sees the problem as somewhat less drastic.
For even if the decision-making processes of the
firm are quite complex, as long as they are not
irrational or random they can be represented by a
computer program, and the computer can be made
to simulate, and thus predict, the behavior of the
firm.13 This approach, while more costly and less
general than the solution of a maximization
problem, will, according to Simon, yield much
better and more useable predictions.
A second implication of Simon's approach is that
a free market economy may be less efficient and
distribute income less equitably than has been
implied by traditional economic theory. For if
businesses and corporations do not maximize
profits, they will miss opportunities to produce the
items the public needs, wants, and is ready to pay
for. For the same reason, they will miss the
opportunity to utilize resources, including labor,
that are underpaid in comparison to their ability to
12Herbert Simon and Yuji Ijiri, "Business Firm Growth and
Size,” American Economic Review, vol. 54 (March 1964): pp.
77-78.
13G eoffrey Clarkson and Herbert Simon, "Simulation of
Individual and Group Behavior,” American Economic
Review, vol. 50 (December 1960): p. 929.
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contribute to output. And if firms fail to compete
for and hire such resources, this inequitable
underpayment must, perforce, continue.
Generations of economists from Adam Smith to
Milton Friedman have delighted in the apparent
paradox that the pursuit of private profit will
promote the public interest. More cynical
observers have taken this proposition as evidence
that economics is more ideology than science.
Simon, by depicting the firm as something fallible
and less than omniscient, argues implicity that the
proposition is simply false.

Some reflections
What ultimate impact will Herbert Simon have on
economics? Such predictions are risky, but it is
tempting to hope that the honor of receiving the
Nobel Prize will be matched by a commensurate
acceptance of his contributions. Until now,
however, that acceptance has been denied and will
continue to be, until economists are willing to take
the plunge, accept innovative ways of looking at
things, and reject some cherished preconceptions.
The practical implications of incorporating
Simon's viewpoint into current economic thinking
are that we would improve the predictive accuracy
of our science and our ability to understand the
true character of our economy. Economics is the
study of efficient decision making. If economists
better understood the real decision-making en
vironment, they could do a better job at under
standing how decisions are actually made and
could make greater efforts to improve the
efficiency of decisions.
CD
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T h e Bureau of Business and Economic Research
receives many questions concerning the latest
trends in Montana's economy. The most frequent
queries are for population and migration figures.
Unfortunately, these subjects are often overlooked
in economic studies. Presentations made by the
Bureau of Business and Economic Research at the
annual “ Montana's Economic O utlook" seminars
tend to focus on demographic information com
paring Montana with the U.S., or on the state's
individual urban areas. But this year we decided to
discuss some of the recent trends in Montana's
population and migration. This is a summary of that
presentation.

Population: a reversal of trends
There has been a striking turnaround in population
trends in Montana. During the 1960s, the state's
population increased by only 19,000 persons, from
675,000 in 1960 to 694,000 in 1970. Since 1970,
however, the number of Montanans has jumped
67,000; the 1977 population was 761,000. As
pictured in figure 1, the state's population grew at
an average annual rate of 1.3 percent per year in the
1970s as compared to 0.3 percent per year in the
1960s.
18

The statewide total may be broken down in a
number of ways. Since we have been primarily
interested in Montana cities, we decided to
compare the urban areas to the rural areas in terms
of population changes. Nine counties were
selected to represent urban Montana. They include
Cascade (Great Falls), Flathead (Kalispell), Gallatin
(Bozeman), Lewis and Clark (Helena), Missoula
(Missoula), and Yellowstone (Billings). In addition,
because of the suburbanization of Helena and
Missoula, nearby Jefferson, Lake, and Ravalli
counties were also classified as urban. Silver Bow
County (Butte) was arbitrarily excluded from the
urban category because it is atypical; it is the only
large county to experience persistent population
decline during this period. There were 47 counties
(including Silver Bow) classified as rural.
The average annual population growth rates in
Montana's urban and rural counties are pictured in
figures 2 and 3. Looking first at the urban counties,
we see that their growth during the 1970s averaged
1.9 percent per year, just a bit higher than the 1.6
percent per year they experienced during the
1960s. Had we looked at individual cities, we would
have seen significant differences between the 1960s
and the 1970s. For example, during the 1960s, the
population of Great Falls was growing while Billings
remained stable, a trend which has since reversed.
But, taken as a group, Montana's urban areas did
not experience a sudden acceleration in popula
tion growth during the 1970s, and this implies that
the cities were not the major cause of the sharp
increase in the statewide population growth rate.
If the cities were not the primary cause of the
population growth, the rural counties must have
been. This is confirmed by the population statistics
presented in figure 3. During the 1960s, the
combined population of Montana's rural counties
decreased an average of 1.0 percent per year. This
trend was reversed after 1970, and population in
these counties grew an average of 0.6 percent per
year. This was a significant change in the trend; had
the rural counties declined at the same rate during
the 1970s as they did in the sixties, Montana's 1977
population would have been 725,000 rather than
761,000.
We do not yet have a complete explanation for
the reversal in the population trend in rural areas.
Although farm incomes have been very low
recently, we may speculate that prosperous
agricultural years during the early 1970s slowed the
off-farm migration. This, in turn, implies that
increases in population may have been caused
more by a reduction in the numbers of Montanans

Figure 1
Montana’s Average Annual Population
Growth Rate

Figure 2
Average Annual Population Growth Rate,
Urban Counties

Figure 3
Average Annual Population Growth Rate,
Rural Counties

leaving the state rather than a sudden influx of
immigrants. Unfortunately, we won't be able to
confirm this until the figures for the 1980 Census of
Population are released.
Another possible explanation for the turnaround
in the rural areas is the expansion of coal mining in
eastern Montana. Several rural counties (primarily
Rosebud County) have experienced a significant
increase in population. But, there were also several
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booming rural counties in the 1960s. For example,
the construction of Libby Dam caused the popula
tion of Lincoln County to grow from about 12,500
residents in 1960 to approximately 18,000 persons in
1970. In fact, this increase in Lincoln County (about
5,500) in the 1960s is roughly the same size as the
growth in rural population in the 1970s attributable
to coal-related developments.

Migration: state-supplied
As with population trends, we will have to wait until
the publication of the 1980 Census o f Population to
obtain reliable figures concerning migration. There
are, however, some data from the Social Security
Administration concerning the migration of
workers. This information is called the Continuous
Work History Sample (CWHS) and is a file detailing
certain characteristics of a one percent sample of all
workers covered by Social Security. Among the
items recorded is the employee's county of
residence during the first quarter of each year. By
using a computer to keep track of locations, the
migration patterns of these workers may be deriv
ed.
Before looking at these numbers, we must
mention the limitations of the data. Since the
CWHS includes only those persons covered by
Social Security, the self-employed, farm workers,
and employees of the federal government, all
important segments of Montana's work force, are
omitted. Secondly, a one percent sample of the
workers in a sparsely populated state like Montana
yields a relatively small number. Even smaller is the
number of workers who move during a certain
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year. In order to create a sufficiently large sample to
be representative, we have presented the figures
for Yellowstone, Cascade, and Missoula counties,
and then aggregated the remaining counties into

"Although farm incomes have been
very low recently, we may speculate
that prosperous agricultural years
during the early 1970s slowed the
_______ off-farm migration.”
groups called rural eastern and rural western
Montana. Also, we have combined all the data for
the years between 1970 and 1976. In spite of all
these precautions, the sample is still very small, and
the figures must be interpreted with extreme
caution. In order to remove the temptation to push
the data beyond their tolerance levels, the figures
in table 1 have been presented in terms of the
percent of total inmigration or outmigration for
each area.
The striking feature of the data in table 1 is that
they suggest people do not move very far. Looking
first at inmigration, we see that a very sizable
number originate from within Montana. The
figures range from a low of 31 percent in Missoula
to a high of 44 percent in Great Falls. (The low figure
in Missoula may be related to large numbers of outof-state students attending the University of
Montana.) It is also interesting to note that the rural
areas provided most of the new residents to the
urban areas. Curiously, rural eastern Montana
provided more inmigrants to Missoula than the
neighboring counties in rural western Montana.
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Table 1
Distribution of Migrating Workers
1970 to 1976
(Expressed as Percentage of Total Migration)
— — — — — —— In m ig r a n ts ---- — —. . . . . . . . . . .
R ural
R ural
Cascade
M issoula
Eastern
Western
County
County
Montana
Montana

Source/
D e s tin a tio n

Y e llow stone
County

Montana
Y ellow stone County
Cascade County
M issoula County
Rural e a s te rn
Rural w estern

4 0.8
—
11.2
3 .2
2 5.6
0 .8

4 3.8
9 .6
—
2 .7
2 4.7

4 .0
4 .8
6 .4
6 .4
0 .8
0 .8
8 .0
0 .0

2 .7
2 .7
4.1
0 .0
4.1
2 .7
4.1
4.1

1.4
1.4
5 .6
4 .2
2 .8
1.4
9 .7
6 .9

72.0

68.3

6 4.0

Minnesota
N orth Dakota
Colorado
Wyoming
Idaho
Oregon
Washington
C a lifo r n ia
S u b to ta l
A l l o th e r areas
T o ta 1
Source:

6.8

3 0.6
5-6
4 .2
—
12.5
8 .3

34.7

- - - ----Y e llo w sto ne
County

35-8
1 .8
3 .7
9 .2
21.1
~

39-3
—
8 .3
4 .8
2 3.8
2 .4

5 .7
11.0
3-5
0 .8
1.8
7 .9
4 .8

1.8
0 .9
2 .8
0 .9
4 .6
8 .3
11.0
11.0

73-7

77.1

8.8
8.8

6.1
—
II.0
3.5

O u tm ig ra n ts ---------- --—
Rural
M issoula
Eastern
County
Montana

Cascade
County
57-3

4 2.9

19. 3

5.7

—
4 .2
28.2
5 .6

2 .9
—
2 0 .0
14.3

4 .8
0 .0
6 .0
3 .6
1.2
2 .4
6 .0
14.3

0 .0
0 .0
2 .8
2 .8
1.4
1.4
7 .0
4 .2

1.4
1.4
1.4
1.4
1.4
5 .7
12.9

77.6

76.9

44.1
17.2
9 .7
4 .8
—
12.4

-----------Rural
Western
Montana
39 . 9

1.1
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8.6
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2 .7
4 .8
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3 .8
3 .2
3 .8
4 .3

2.2
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2.2
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11.8
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2 8.0
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22.4
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22.9
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16.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

U.S. Bureau o f Economic A n a ly s is

Looking at interstate migration, we see that the
nearby states accounted for most of the inmigrants.
The midwestern states (Minnesota, North Dakota,

“These migration data suggest that
we should review our stereotypes of
inmigrants . . . the newcomers in
most areas are probably fellow
__________ M ontanans.”___________
and Colorado) were important sources for the areas
east of the divide. On the other hand, the Pacific
states (California, Oregon, and Washington)
provided more migrants to Missoula and rural
western Montana.
The trends in outmigration are similar to those
for inmigration. A large portion of the persons

departing the Billings, Great Falls, Missoula, or the
rural areas settles somewhere else in the state. If
they do leave Montana, chances are their destina
tion is a nearby state.
These migration data suggest that we should
review our stereotypes of inmigrants. Typically,
newcomers are pictured as fleeing the concrete
jungle of the nation's cities in order to enjoy
Montana's clean air and recreational opportunities.
But, in fact, the newcomers in most areas are
probably fellow Montanans. If they do come from
another state, it is likely to be nearby; and North
Dakota, Wyoming, or Idaho are not known for their
wall-to-wall concrete. This is not to say that there
aren't expatriates from urban areas moving into
Montana. But the Social Security Administration
data suggest that their numbers are small.
□
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Blue Gold: Montana's Yogo Sapphires
JEFFREY L. CUNNIFF
N4ontana's Yogo sapphires “ are acknowledged to
be among the finest in the world, excelling the
oriental sapphires in evenness of color, radiance
under light, and perfection in matching/' This
claim, made by the Montana Department of
Publicity in 1927, was neither idle bravado nor
blatant boosterism. For a period of thirty-two years,
until the mines closed in 1927, Montana's Yogo
sapphire operation recovered nearly $20 million in
“ blue gold.''
Interest in the Yogo Creek area—located twentyfive miles southwest of Lewistown—dates from
1879. Rumors of gold discoveries precipitated a
short “ stampede," and the newly established camp
of Yogo sported a population of several hundred.
Yet, by 1883 the town was virtually deserted, except
for a handful of prospectors.
In 1894 two of these prospectors, Jake Hoover
and Frank Hobson, discovered a new strike along
Yogo Creek. They had been fishing, or killing
22

gophers—depending on which version is told—
and were forced to seek refuge from a hail storm.
While safe under a rocky ledge, they uncovered
gold flakes in a crevice. After relating their story to
Lewistown banker S. S. Hobson, they obtained the
financial backing to pursue a placer mining ven
ture.
After a year's operation the enterprise looked
anything but promising. The prospectors had
netted only $700—yet their sluices kept producing
unusual blue stones, which the men identified as
sapphires. After a New York City expert examined
the gems, the partners sold a cigar box of these
“ high quality" stones to New York's Tiffany and
Company. They received $3,750.
Shortly thereafter a new partnership developed,
which included Hoover, S. S. Hobson, and Great
Falls mining investors Mathew Dunn and George A.
Wells. Frank Hobson, one of the two original
developers, divested himself from the venture for a

few thousand dollars. Ironically, the operation
subsequently produced millions. In July, 1898, the
reconstituted
partnership
incorporated,
designating itself the “ New Mine Sapphire Synf dicate.” Mathew Dunn assumed the presidency,
[ while S. S. Hobson and George Wells, respectively,
became vice-president and secretary-treasurer.
Under this new partnership the mines employed
approximately thirty men.
The partners then faced the basic problem that
had stymied earlier sapphire miners elsewhere:
how to market their product at a profit. Late in 1898,
however, George A. Wells, a native Englishman,
visited his homeland, and while there interested a
firm in the Syndicate's undertakings. Thus, the
London firm of Johnson, Walker, and Tolhurst, Ltd.,
contracted to become marketing agents for Yogo
sapphires. Within three years the interests of the
Montana partners were purchased by the English
company, although George Wells remained as
president until 1910.
The Yogo stones were prized worldwide, due to
their consistency of color. They could be easily
matched; from a jeweler's standpoint, they were
ideal. Jewelers bought precious stones by the
packet, and gems usually varied in size and hue.
This was not the case with the Yogo sapphires. The
uniform color simplified matching stones suitable
for even large pieces of jewelry. In fact, the
sapphires were so highly prized in England that the
British-owned Syndicate never attempted to sell
them in the United States. Yogo sapphires were
included in the gem collections of the British royal
- family Queen Victoria, Princess Mary, the
Duchess of York—and Germany's Kaiser Wilhelm.
Competition was inevitable. The American
I Sapphire Company, a rival Yogo concern, began its
j operations at the turn of the century. Unlike the
Syndicate, it employed its own lapidaries at the
mine to cut and polish the gems, but their work
lacked the quality of their English counterparts.
However, for the next several years the American
Company proved to be a persistent irritant to the
New Mine Sapphire's venture.
In 1899 a young man from Berkhampstead,
England, came to Montana's Yogo mines. His name
was Charles T. Gadsden; he would remain at the
site, to serve as the New Mine Sapphire's
superintendent from 1901 to 1952. During his
[ management the Yogo operation employed as
[■ many as seventy-five workers.
Gadsden was convinced that the only way to
I produce superior quality sapphires was to wash
I them by hand. Sluice boxes were the mainstay of

|
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the operation, and they required cleaning four
times a day. The necessary water came from nearby
Yogo Creek, via an eleven-mile ditch. During
periodic manpower reductions, Gadsden dispatch
ed homing pigeons for carrying messages to his
work crews concerning breaks in the ditch.
Other problems manifested themselves through
the years. Before Gadsden had become superinten
dent, a robbery occurred. The night shift retired,
leaving the sluice-box riffles to be cleaned by the
morning crew. However, members of the dawn
shift found the riffles empty. Thereafter, workers
cleaned the riffles following each shift, and guards
patrolled the mines. The crewmen were watched
carefully, but some did manage to pilfer a few
stones. Discovery meant immediate dismissal and a
twelve-mile walk to Utica, to reach the nearest
stage station.
Word spread quickly about the sapphires' value.
Little wonder; later reports estimated that some
high quality gems sold for as much as $1,600.
Competition from the American rivals—
reorganized in 1909 as the Yogo American Sapphire
Company—produced within the Syndicate the
spectre of price cutting. In 1914 the English owners
cornered the Yogo market by purchasing
American's holdings at the west end of the vein on

Above, a portion o f the Yogo mines, 1925. Page 22, the main shaft
house, 1925. A ll photos courtesy U o f M Archives.
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Yogo Creek. The Syndicate was able to rework
these holdings and it eventually recovered much of
this purchase expenditure.
Shortly after the Yogo American purchase, the
advent of World War One brought a temporary
closure to the New Mine Sapphire operation. Poor
markets and a system of double taxation imposed
by the United States and Britain forced a halt in
production. Still, during the period from 1910 to
1923, stockholders averaged annual dividends of
fifteen percent.
On July 26,1923, a torrential cloudburst swept the
Yogo mines and dispersed the workings. In a report
to the London office, mine superintendent
Gadsden wrote, “ I shall not be sending many
consignments for some time . . . a 2% hour rain
storm knocked us out of any decent output for this
season. Repairs call for much money,as usual.” The
Syndicate never adequately undertook the needed
repairs. Production that once had reached $500,000
annually dropped to $40,000 by 1927.
The British Syndicate finally decided to close the
Yogo mines. Gadsden and his wife, both naturaliz
ed American citizens, remained for the next
twenty-seven years as caretakers.
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S. S. Hobson

Not long after Gadsden's retirement (1952) and
subsequent death, a group of Billings businessmen
bought the mines. They reorganized the operation
in 1956—again as the New Mine Sapphire Syn
dicate. This company was succeeded in the late
1960s by Sapphire Village, Inc., owned and run by a
California produce wholesaler, Chikara Kunisake.
In addition to industrial workings, the concern
opened the gem veins to rockhounds. These
fortune seekers reverted to the use of the pick and
shovel in their operations, working the sapphires
by hand—thus, no doubt gaining the posthumous
approval of Charles T. Gadsden.
In December, 1976, Sapphire Yogo Mines, Inc.,
another California-controlled organization, ob
tained its articles of incorporation. The new firm is
currently leasing the mines, and has launched a
campaign to declare the Yogo sapphire the national
gemstone.
□

Jeffrey L. Cunniff is Assistant Archivist, Montana Historical
Society, Helena.
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